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HOME RULE IN TAXATION 

SUMMARY 

The problem stated, 490. — Equality in taxation, 492. — Relation 
to the general property tax as a state tax, 494. — Complete home 
rule with separation of sources, 495. — Home rule as a negative 
program, 499. — Tendency to excess in state expenditure, 502. — 
The case summarized, 503. 

I. The Problem Stated 

The advisability of adopting so-called " home rule " 
in taxation cannot be definitely settled upon purely 
theoretical grounds. Unfortunately, there are few or 
no available data which may be used in supporting or 
condemning such a program. In discussing the prob- 
lem theoretical statements are generally resorted to, 
and we are forced to adopt in the main the theoretical 
method. Practical considerations, if available, how- 
ever, should receive careful attention when a new 
system of taxation or a change in the existing system is 
suggested. 

Home rule is generally understood to consist in grant- 
ing to cities, villages, and other minor units, local 
independence respecting properties to be taxed and to 
be exempted from taxation, assessment methods to be 
pursued, administrative devices to be followed, etc. 
The theory supporting this policy is that a locality is in 
a better position to choose its sources of revenue than is 
the state, and for much the same reasons that it is better 
able to determine the character and amount of its 
expenditures. The argument sounds reasonable and 
seems to accord with the movement toward home rule 
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in charter legislation and in the matters akin to it. The 
analogy between local independence in expenditure and 
in revenue matters, however, is not complete, and should 
be employed with caution. 

It is a fundamental canon in taxation that all prop- 
erty of the same class should be taxed equally and 
uniformly. This does not mean, as has been so often 
held, that all property should be taxed at the same rate. 
In the very nature of the case such a view is untenable, 
since the income bearing capacity of properties fre- 
quently varies widely, and value for taxation is not 
always an accurate reflex of capitalized income. Like- 
wise, the ratios of assessed to true value for different 
properties are usually not uniform. Moreover, the 
primary causes of values, except for certain properties, 
such as lands for building sites, do not arise locally. 
What shall be taken as the unit for the adoption of 
home rule is always an important consideration. Shall 
it be the county, the city, or the taxing district ? The 
reasons for choosing a given unit respecting one kind of 
property may not be applicable respecting other types of 
property. For instance, it is evident that foremost 
among the causes giving rise to building site values are 
the presence of valuable contiguous property, density 
of population, railroad facilities, industrial opportuni- 
ties, and the like. The same may be said for the value 
of buildings. These however, may be reproduced and 
their values, therefore, are largely determined by their 
costs. The appropriate home rule unit adopted for 
these properties, both for purposes of assessment and for 
distribution of revenue, may be the immediate locality; 
but for other forms of property the desirable unit may 
not be so easily determined. 

The primary causes of the value of real estate mort- 
gages, for instance, are not so clear. Complete isolation 
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of any district respecting the methods of taxing such 
properties is undesirable. It would hardly be main- 
tained that community A should adopt a different tax 
policy for mortgages from that followed by community 
B. Surely, the mortgagee residing in district A, who 
has invested his wealth in real estate mortgages in dis- 
trict B, should not be exempt from taxation in district 

A, and it is likewise clear that the mortgagor in district 

B, ought not to be taxed — altho he is in many states — 
on the full value of his mortgaged property. The 
mortgagee is obligated to the district in which he 
resides. His property, however, is nothing more than a 
claim upon tangible wealth located in another district, 
but this does not cancel his tax obligation at his place of 
residence. A system which prevents tax districts 
from cooperating in assessing properties, the ownership 
of which is divided, or which forbids the state or other 
superior units from taxing such properties, and upon 
which each unit may have valid revenue claims, cannot 
be supported. If home rule in taxation involves com- 
plete divorcement of the state and localities, or of one 
locality from another, it cannot be defended. 

2. Equality in Taxation 

Taxable property, whatever the source of its value, 
whether arising primarily from local expenditures, from 
individual initiative and resourcefulness, or from city 
growth, should contribute to the support of govern- 
ment. The obligation is more than local. This is as 
true for properties located in different taxing districts 
as it is for properties within a single district, unless 
benefit is taken as the sole measure of justice in taxation 
and is held to terminate with the boundaries of the 
immediate taxing jurisdiction. Obligation to pay 
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corresponds to ability to pay, and is co-extensive with 
the state in its broader sense. The maintenance of 
equality in taxation makes impossible, theoretically or 
practically, a complete divorcement of the state from the 
locality, either with respect to sources and amounts of 
revenue or objects and amounts of expenditure. Even 
where separation of sources, both as respects assess- 
ment methods and distribution of revenue, is carried 
furthest, as in California, a readjustment of rates on 
state-wide properties is required at frequent intervals, 
not primarily for the purpose of increasing revenue, but 
of imposing on the different public utility corporations, 
singled out for state taxation, rates equal to each other 
and equal to those paid by properties contributing to 
localities alone. 

How equality of tax burden is to be maintained and 
at the same time home rule to be granted in an absolute 
and unconditional form is not clear. Partial home rule, 
applying to sources of revenue and methods of assess- 
ment, is possible, but not in a form which excludes the 
state and counties from levying taxes on such properties 
as seem expedient, either to make their revenues elastic 
or to insure uniformity of tax burdens between districts. 
Supervision of local assessments, even in cases where the 
state's sources of revenue are entirely distinct, is neces- 
sary to provide for equality in taxation as between 
properties locally taxed and those paying to the state 
alone. This is more conspicuously true in the states 
using the ad valorem system of taxation for state pur- 
poses; but it is equally true in states adopting other 
forms of special property taxes, such as those on gross 
or net receipts. The assessing expedient is adopted 
primarily to insure equality. 
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3. Relation to General Property Tax as a 
State Tax 

So long as a state gets its revenues from local sources 
in whole or in part, absolute home rule is impossible. 
Supervision of local assessments or wholly new assess- 
ments of local properties must be made for state pur- 
poses, and it is not clear what advantages would follow 
the discontinuation of central supervision even if it 
were possible. Where supervision is most complete, 
where cooperation between state and local assessing 
bodies is most highly developed, there assessments 
between counties are most nearly uniform, and property 
most completely listed. Where decentralization rules, 
where each local taxing agent is a law unto himself, 
inequalities as between districts are common and prop- 
erty is omitted from the roll. Uniformity and equality 
as between districts and within districts is desired in 
either case, — whether the state draws its revenues 
from local properties, or contents itself with taxing those 
which are state wide or are more than local in situs. 

Could absolute home rule prevail so long as a state 
depends upon local properties for its revenues in part, 
if the state tax were apportioned on some basis — local 
income or expenditure, for instance — other than 
assessed value of property ? Absolute divorcement of 
the superior and the inferior taxing jurisdiction, even 
under such circumstances, would not be possible, for the 
simple reason that supervision over accounting and 
reporting methods used by the localities would be neces- 
sary in order to check the accuracy of the reported 
incomes or expenditures. While there would not be the 
same ease of falsifying income or expenditure accounts 
as there would be of undervaluing property in order to 
escape state taxation, the motive for so doing would be 
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present, and the problems associated with the actual 
distribution be more difficult. Some of the problems 
which would require attention in order that uniformity 
among the local units might be realized are the follow- 
ing, (a) The methods of accounting used in determin- 
ing income or expenditure, (b) The determination 
of what is " income " and what is " expenditure." 
Shall income from all sources, from taxes, licenses, 
municipal earnings, from special assessments, sale of 
bonds, all be counted ; or shall only some of them, and 
if so, which ones ? Or, to look at the expenditure side : 
shall expenditure for current purposes, for capital out- 
lay, both for productive and unproductive purposes, 
for special assessments, all be included, or shall only 
some of them, and if so, which ? (c) Many expendi- 
tures are made for objects which are local so far as 
situation is concerned, but the benefits of which are 
shared almost equally outside the immediate locality. 
Shall the full amount of such expenditure be counted, 
or only a portion ? If the latter, upon what basis shall 
the distribution be made ? Likewise, income made up 
from taxes, licenses, special assessments, privilege dues, 
may be paid locally, but does it all arise from local 
causes ? What method of distribution shall maintain 
if income be chosen as the basis upon which state 
expenses are to be borne by local units ? 

4. Complete Home Rule with Separation of 
Sources 

Not only are these more or less practical difficulties 
encountered in a program of complete divorcement of 
state control over local taxation, but in the very nature 
of the case others are involved. To take only two of 
many considerations: the security for local indebted- 
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ness and the protection of local borrowing powers. 
Municipal debt has been contracted with the taxing 
power as the main security. Borrowing power is based 
upon the assessed value of property, generally the prop- 
erty assessed for state and local purposes — and this 
includes large amounts which would be reserved to the 
state in case of separation of sources. Local units must 
continue to assess this property for interest payments 
and for the extinction of the principal of the debt accu- 
mulated. Moreover, it is evident that the borrowing 
power of a given locality under separation would be 
based upon less property than would be the case were 
none of it withdrawn for state purposes. This might 
or might not result in a hardship in a given case. 
Present creditors must at least be protected, and this 
has been done in California where separation has been 
effected. 

Let us look for a moment at the solution of this prob- 
lem as it has been worked out in California. Local 
units are allowed to tax the property of withdrawn 
corporations to pay their due proportion of interest and 
principal on outstanding debt, but the amount of the 
taxes so levied is deducted from the taxes paid by these 
corporations to the state. Realize what this means if 
home rule is required. Local assessments of these 
corporations will still have to be made, unless the state 
makes an ad valorem assessment of their properties in 
every indebted county, city, town and district. This 
would have been almost an impossibility, since there 
were at the time the law went into effect, some twenty- 
five indebted counties, one hundred and forty-five 
indebted cities and incorporated towns, and not less 
than five hundred indebted districts. The compromise 
effected is to allow the localities to make the assess- 
ments, but, as a check upon over-valuation of the 
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corporate properties, the state board is given authority 
to revise them. Moreover, since the corporations 
taxed locally for such purposes do not pay the taxes 
locally — these being deducted from the amount paid 
to the state — there is no inducement for them to pro- 
test because of high local assessments, all of which 
make it more necessary that the state should con- 
stantly supervise them. 

This is the condition respecting municipal debt where 
separation covering both assessment and yield is 
adopted. Such an arrangement must endure for the 
protection of the present creditors. Further, this or 
some alternative arrangement must be provided in 
order that the credit of local units shall not suffer in the 
future. Some of the properties which formerly sup- 
ported credit, under separation of sources, are with- 
drawn from local tax jurisdictions and their borrowing 
power is reduced by the amount of their assessed value. 
Local debt in the United States, except in certain parts 
of New England, is by constitutional provision based 
upon the assessed value of property. It is not enough 
to maintain that the withdrawal is offset by the exemp- 
tion of local properties from state taxes, and that, 
therefore, no loss is occasioned. This may be true in 
reality, but it does not show itself in a form which com- 
pensates for a loss in assessed value. But, it is said, a 
solution of this difficulty is readily found in the possi- 
bility of increasing the assessed value of the properties 
remaining and in reducing the tax rate. Such a manip- 
ulation is possible, but probably unwise, since it opens 
the door to excessive expenditure. This is not equiva- 
lent to saying that the present constitutional debt 
limits are so rigid as to prompt such procedure, but it 
does suggest the new and wholly different problems of 
the relations of the tax burdens assumed by the tax- 
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payers in the form of yearly recurrent payments (taxes) 
and the same in the form of a fixed and semi-permanent 
charge (debt). Moreover, it raises the question of the 
need, in such a contingency, of a tax limit as protection 
against excessive expenditure. 

This fact is patent: the personnel of the state's tax- 
payers is essentially the same as that of the taxpayers 
in the localities, irrespective of the tax base, — a fact 
forgotten in the attempt to draw a line of demarcation 
according to the single criterion of immediate tax 
incidence. In the former case " bond refunds " are 
necessary to protect present creditors, while in the 
latter case there must be an offset to decreased valua- 
tion, occasioned by removal of properties formerly 
taxed locally so as to protect future credit, or a tax 
limit so as to protect present taxpayers against exploita- 
tion. 

Such is the case under separation of sources. How 
would it be under home rule without this feature, but 
with state taxes apportioned upon some other basis 
than assessed values ? To the degree that home rule is 
involved in separation respecting assessment and yield, 
the same considerations apply. If for any reason the 
home rule contemplated includes the total exclusion of 
the state in local tax matters, the case against it is only 
emphasized and our conclusions given added weight. 
If the home rule contemplated means only local inde- 
pendence respecting taxation and exemption, and does 
not at the same time prohibit the county or the state 
from levying taxes locally on whatsoever sources they 
deem expedient, the case is relieved in part, but our 
conclusions remain as before. The arguments against 
total divorcement are supported by this added considera- 
tion. 
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5. Home Rule a Negative Progkam 

Home rule, if adopted, would permit of little more 
than the adoption of a negative program. Surrounded 
by certain restrictions, local units, particularly cities, 
might be allowed to exempt some properties from taxa- 
tion. They could hardly be extended the privilege of 
adding many new sources of revenue to their list. 
Outside of the field of intangible personalty, so difficult 
of assessment everywhere, few changes could be made 
on the side of exemption. It is doubtful if improve- 
ments generally could with propriety be wholly ex- 
empted, since it is not entirely clear what positive 
advantages would follow, except perhaps in the very 
largest cities and in the most congested districts. The 
arguments for exemption of improvements on residence 
sites would not apply with the same force to improve- 
ments on factory sites; neither would the arguments 
supporting exemption to improvement in the case of 
non-productive properties (a house owned by the 
occupant) be the same as for properties used for pro- 
ductive (manufacturing, mercantile, etc.) business. 
It is understood that under home rule each locality 
would follow its own preferences in such matters, but it 
is affirmed that policies suitable to one unit or to 
properties within that unit would not necessarily be 
suitable to other units or to other properties. Liberties 
unduly extended in this connection cannot but make for 
dissimilarity and, finally, for inequality in taxation. 
And it is to be constantly held in mind that the obliga- 
tion to support government does not terminate with 
immediate political boundary lines. Neither do all the 
forces which give rise to value function locally. Some 
of them show their influence particularly in restricted 
areas, but this fact ought not to exclude other and 
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superior jurisdictions from tapping the same sources of 
revenue, if public policy requires or financial needs 
dictate. The conclusion seems irresistible that undue 
decentralization leads to confusion and heterogeneity. 
This is the reverse of progress, clearly antagonistic to 
the trend of reform in tax matters. The value of tax 
commissions has been clearly demonstrated, and with 
the creation of each succeeding one, the degree of super- 
vision over the tax system has been extended. This has 
been done with the realization that the function of 
government is unitary, that political divisions are 
separated for administrative purposes only, and that 
neither the incidence of taxation nor of expenditure can 
be definitely known, and that taxation and expenditure 
cannot be placed upon a scientific and equitable basis 
until coordination and systemization characterize the 
whole tax fabric. 

Few significant positive changes can be made follow- 
ing the adoption of home rule. Beyond the single 
advantage most often claimed for it, that of offering 
cities the opportunity of levying relatively heavier 
taxes on land than on improvements, other important 
changes would be difficult. The removal of the motive 
to under-valuation, in case of the adoption of separation 
or of apportionment on a basis of expenditure of income, 
is claimed as a positive gain; yet it is not clear that in 
reality the avoidance of a state tax may be cited as the 
main cause, nor as an important contributing cause, for 
under-valuation when only 11.6 per cent of the general 
property taxes in the United States were levied (in 
1907) for state purposes. If the burden of state taxes 
were removed and the motive to under-valuate, what- 
ever its force, were no longer present, it is purely Utopian 
to expect local assessment to be made on a full cash 
basis. Even under the most advantageous conditions, 
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as in Wisconsin, where an efficient tax commission has 
been operating for a number of years in the assessment 
of corporate property on an ad valorem basis, and where 
the results of local and of state assessments have con- 
sequently been thrown into close relation each year, 
and where direct supervision, even to the extent of 
re-assessment of local properties has been provided for 
and employed, assessed values are not on a full cash 
basis. If supervision were removed it is patent that, 
even in the absence of a state tax on local properties, the 
degree of under-valuation would rapidly increase. 

But it is added there is no longer merit in full value 
assessment when state equalization is unnecessary. 
This assertion, tho often made, is far from tenable. 
Equality is possible only when full cash value is the 
basis of assessment. Such is the claim of all writers 
on tax topics and the universal judgment of tax assess- 
ors. " Experience has shown that an equitable assess- 
ment cannot be made at a percentage of cash value." 
Equalization is important whether it be by state or 
county; but it is to be remembered that no matter how 
efficient equalization may be, the real problem is in the 
distribution of the burden among the various taxpayers 
in each district. Equalization per se never gets any one 
on the tax roll. It is far from clear how the guaranty 
of universal assessment, even on real and tangible per- 
sonal property, is to follow as by magic, as soon as 
the bonds binding the state to the locality, either as 
respects common sources of revenue or of supervision 
by the larger jurisdiction, are severed. Expert tax 
opinion and statistics of assessments respecting dis- 
tricts where decentralization maintains do not support 
the contention that full value assessment is the rule. 
Home rule would not furnish the motive for such an 
assessment. 
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Whether state taxes are apportioned locally on the 
basis of assessed value, or on the basis of income or 
expenditure, central supervision is necessary. If the 
purpose of home rule is wholly to relieve the local unit 
of state supervision, and at the same time to permit the 
state to get its revenue in whole or in part from local 
sources, it cannot be supported, for such an arrangement 
is as undesirable as it is impossible. Even segregating 
the state's sources does not allow of such total divorce- 
ment, since, by whatever method it chooses to tax its 
state-wide properties, it must, in order to tax them 
fairly with other property in the state, have some super- 
vision over taxation in local jurisdictions. If, on the 
other hand, home rule is designed for the purpose of 
allowing local units to tax and to exempt properties as 
they deem expedient, it may be wise to adopt it for 
certain districts, but only then with the understanding 
that the way is left open for the superior units, in which 
the lesser ones are included, to tax properties within 
their jurisdictions, either to secure additional revenue, 
or to insure equality of tax burden between the various 
types of properties in the state. But such limited 
adoption is generally precluded by the arguments of 
those who support unconditional home rule, and it is 
particularly these with whom we take issue. 

6. Tendency To Excess in State Expenditure 

The declaration that home rule tempts to excess in 
state expenditure is not capable of statistical demon- 
stration. Yet it is undoubtedly true that the ease with 
which taxes are imposed upon corporate property, 
especially when it is the accepted opinion that certain 
types of corporations are not paying their fair share of 
the cost of government, and particularly when corpora- 
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tions as such are looked upon as legitimate objects 
from which the public may extract the uttermost 
farthing, have tended in part to explain the enormous 
increase in public expenditure. Irrespective of the 
legitimacy or the illegitimacy of such expenditure in the 
past, it seems certain, since all taxes by whomsoever 
paid come out of the available net income, that due 
caution must be taken not to divert unnecessarily the 
attention of the local taxpayers from the objects and 
purposes of state expenditures. It is clear beyond 
measure of doubt, that with total divorcement close 
scrutiny of state expenditures would not be the rule. 

7. The Case Summarized 

Recapitulating these considerations, it may be said 
that distinction should be made between absolute and 
partial home rule. The former is undesirable and 
impossible of general application; the advisability of 
the latter problematical. The appropriate political 
unit for the adoption of home rule is conditioned by the 
different properties assessed, and by the tax claims 
upon the owner of property, at his place of residence, 
and upon the property itself at its situs. For all prop- 
erty, the owners of which reside in different districts, 
cooperation in assessment is imperative and distribution 
of revenue necessary. 

Taxation should constitute a system. The causes of 
property values are complex and over-lapping, the 
obligations to pay are not marked off by arbitrary 
political boundary lines, and the benefits from expendi- 
ture are not restricted to their local incidence. Neither 
the benefits from the activities of the state nor the 
causes of the values which give ability to pay can be 
blocked off into separate segments to be surrounded by 
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Chinese walls. Coordination and cooperation are 
always necessary to realize equality. 

So long as a State collects its revenues in whole or in 
part from the general property tax, complete divorce- 
ment is impossible. This is as true when the state 
burden is distributed on an income or expenditure basis, 
as it is when distributed on an equalized value basis. 
The actual amount of the income received or expendi- 
tures made and the content of the same must be known 
in order that equality may maintain between districts. 
Indeed, the force of many of the reasons for complete 
and thoro-going supervision would be increased under 
such conditions. Separating the sources of state and 
local revenue does not alter the necessity of taxation 
being a system. The tax burden for supporting govern- 
ment — a unitary thing — should be borne equally 
whether separation exists or not. This question, it is 
shown, is complicated by the necessity of readjusting 
the security for local loans already issued and for pro- 
tecting local credit for subsequent loans. Such an 
adjustment has been made in California, where separa- 
tion is most nearly complete. 

Home rule offers possibilities for the adoption of little 
more than a negative program. Exemptions may be 
applied to properties peculiarly difficult to assess, and 
heavier rates may be applied to other properties sup- 
posedly benefiting from local privileges, but this only 
with the danger of introducing heterogeneity as between 
districts, and of contributing to inequality within dis- 
tricts. The reasons for making exemptions are not of 
universal application, and the actual burdens of taxes 
are frequently different from those caused by their 
immediate incidence. Moreover, there is little reason 
to suppose that assessment difficulties in respect to the 
most tangible of property will be removed by relieving 
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one type of property from taxation and by breaking 
loose from the supervision of the state as a unifying and 
tax-coordinating force. Efficient supervision may be 
assigned as the most direct and potent cause for the 
approach to full value assessments of property in states 
which approach such a condition, and it would be 
clearly a step in the wrong direction to do anything to 
retard the well-defined movement toward central super- 
vision. To advocate unconditional decentralization 
in tax matters, so far as to exclude central supervision, 
is tax heresy. 

The fact of partial or complete separation of sources 
has undoubtedly been a potent contributing cause to 
excessive state expenditure, and home rule, involving a 
complete divorcement of state and local tax matters, 
would only add fuel to the fire. Whatever may be the 
need for increased expenditure, the only guaranty 
against waste is to insure an intimate interest in and 
control over it by those who have ultimately to pay the 
bills. 

To summarize: home rule, even within narrow 
restrictions, may be supported as a tax policy only when 
it allows for close and intimate supervision of local tax 
matters by a competent and responsible centrally 
appointed administrative body at the same time that 
it grants to local units measures of tax autonomy. 

Horace Secrist. 

Northwestern University. 



